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NATIONAL PLANNING RAMPANT 


I py year-end report of the War Contracts Subcommittee 

of the Senate Committee on Military Affairs provides 
another illustration of rampant and rampaging national 
planning. This is found in Part III of the report under the 
heading ‘Building The Post-War Economy.” It is charged 
that all of the legislation thus far enacted on the general 
subject of contract settlement, reconversion, veterans, etc., 
while useful and important, adds up to very little when 
measured against the background of our economic needs. 
The Subcommittee has therefore undertaken to correct the 
deficiency by offcring a bill which is to be known as “The 
Full Employment Act of 1945.” 


The bill is to be an amendment of the Budget and Ac- 
counting Act of 1921. It would require the President to 
transmit to Congress annually, in addition to the budget 
now provided for, a National Production and Full Employ- 
ment Budget to be known as the ‘National Budget.” This 
budget shall set forth in summary and detail— 


1. The estimated number of jobs needed during the 
ensuing fiscal year or years to assure continuing full 
employment and the estimated dollar volume of the 
gross national product at the expected level of prices, 
required to provide such number of jobs (hereinafter 
referred to as “full employment volume of the gross 
national product’’) ; 


2. The estimated volume of investment and other 
expenditure by private enterprises, consumers, State 
and local governments, and the Federal Government 
required during the ensuing fiscal year or years to 
assure a full employment volume of the gross national 
product; and 
1 Year-End Report of the War Contract Subcommittee to The Committee 


on Military Affairs, December 18, 1944. 78th Cong., 2nd Sess. Senate 
Subcommittee Print No. 12. pp. 10-19. 


3. The estimated volume of prospective investment 
and expenditure by private enterprises, consumers, State 
and local governments, and the Federal Government 
during the ensuing fiscal year or years, and the esti- 
mates and information herein called for shall take 
account of such foreign investment and other expendi- 
ture for exports and imports as affect the volume of 
the gross national product. 


(b) If the estimated aggregate volume of prospec- 
tive investment and other expenditure, as set forth in 
(2) 3 of this section, is less than the estimated aggre- 
gate volume of investment and other expenditure re- 
quired to assure a full employment volume of the gross 
national product, as set forth in (a) 2 of this section, 
the President shall in the National Budget set forth a 
general program for encouraging increased non-Federal 
investment and other expenditure, particularly such in- 
vestment and expenditure as will promote increased 
employment in private enterprises, together with such 
legislative recommendations as he may deem necessary 
or desirable. Such program may include, but need not 
be limited to, a presentation of current and projected 
Federal policies and activities with reference to bank- 
ing and currency, monopoly and competition, wages 
and working conditions, foreign trade and investment, 
agriculture, taxation, social security, the development 
of natural resources, and in such other topics as may 
directly or indirectly affect the level of non-Federal 
investment and other expenditure. 


(c) To the extent that such increased non-Federal 
investment and other expenditure as may be expected 
to result from actions taken under the program set 
forth in accordance with (b) of this section are in- 
sufficient to provide a full employment volume of the 
gross national product, the President shall include, in 
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the Budget transmitted in accordance with section 201 
of the Budget and Accounting Act of 1921, as 
amended, a general program of such Federal invest- 
ment and other expenditure as will be sufficient to 
bring the aggregate volume of investment and other 
é&penditure by private business, consumer, State and 
local government, and the Federal Government, up to 
the level required to assure a full employment volume 
*of the gross hational product. Such program shall be 
designed to contribute to the national wealth or well- 
being, and-‘thay include, but need not be limited to, 
specific programs for assistance to business enterprises, 
particularly small business enterprises; for useful pub- 
lic works, particularly such public works as tend to 
promote increased investment and other expenditure 
by private enterprises; for useful public services, par- 
ticularly such public services as tend to raise the level 
of health and education; for slum clearance and urban 
rehabilitation; for conservation and development of 
natural resources; and for rural electrification. All 
programs calling for public construction shall provide 
for the performance of the necessary work by private 
concerns on the basis of contracts awarded in accord- 
ance with applicable laws. 


The language of the bill has been quoted so fully because 
it is the best evidence that could be produced to show the 
fantastic nature of the scheme. 


Among the sins that economists will have to answer for 
is that of inventing concepts and letting them lie around 
loose where legislators can find them. For example, the 
theory of tax shifting and incidence, a subject of much 
learned discourse and a basis for stiff classroom drill, was 
hastily and ill-advisedly written into the Revenue Act of 
1936 to provide a ground for limiting the refunds of 
processing taxes. The theory of economic cycles, which next 
to tax shifting is the most nebulous and uncertain of eco- 
nomic theories, was seized upon to serve as the basis for 
limiting relief refunds and allowances under the excess 
profits tax. In the bill under review, it is proposed to give 
the concept of national income statutory validity, with no 
realization that this concept is essentially an abstraction, 
based on some dubious assumptions and involving large 
elements of guesswork. Its use as a legislative guide implies 
that it is a total of recorded transactions, which is far from 


the fact. 


To make the matter worse, the bill follows the popular 
error with respect to cause and effect in its reference to 
national income. In paragraph 1, it provides that an estimate 
be made of the dollar volume of gross national product 
required to provide the necessary number of jobs. But the 
volume of gross national product is a result, not a cause 
of jobs. The bill itself defines gross national product as 


the gross national production of goods and services as 
calculated by the Department of Commerce. The Depart- 
ment’s experts have often pointed out that gross national 
product is the result of two factors—the volume of goods 
and services produced and the prices at which that volume 
is expressed in dollars.2 The dollar amount of the gross 
national product can go up or down as prices change with 
no variation of either the physical volume or the number of 
persons employed. 

The project imposes on the President, acting through the 
Budget Bureau, the task of submitting as of January 1 or 
thereabouts, a complete picture of the volume of produc- 
tion, investment and employment for a fiscal year to begin 
on the following July 1. The most competent and farsighted 
private business managers do not profess to have the ability 
to do this in the case of their own respective enterprises. 
Rather, they make plans and acquire inventories on a 
schedule which seldom runs beyond six months and which 
may be materially shorter. Yet the Budget Bureau is ex- 
pected to do, for the whole economy, a forecasting job that 
the best private managers could not undertake in their own 
special lines. 

There is only one way by which such a scheme would 
work. That is the Russian method of establishing, under a 
national plan, the quotas of every type and class of goods to 
be produced, and establishing, also by decree, the number 
of persons to be employed in the production of these goods. 
Under such a system both the preferences of consumers and 
the profits of producers are of no consequence. Such would 
be the result here, if this kind of national planning were to 
be introduced. 

The Subcommittee’s argument is that the transition from 
war to peace presents the danger of wrecking the entire 
economic structure. The war economy is described as an 
economic skyscraper. Gross national product is said to be 
$196 billion, as against about $99 billion in 1929. Since 
about half of the present gross product is for war purposes, 
the Subcommittee asserts that an economic substitute must 
be found for the war contracts or else—. 

The appropriate substitute for war production is peace 
production. Just how much new production for civilian pur- 
poses, in addition to that now going on, will be required 
to provide the jobs, the output, and the income to buy that 
output which, together, indicate an adequate degree of pros- 
perity and well-being, is not now clear to anyone. The 
Subcommittee position appears to be that the only way of 
getting down from the top of a skyscraper is to jump off 
the roof. Rather than risk this, it proposes that we continue 
to live henceforth on the top. 

While the report carefully refrains from suggesting 
directly the amount of national product at which its National 





2 e.g. “‘National Income and National Product in 1943,’’ by Milton 
Gilbert and George Jaszi, in Survey of Current Business, April 1944, 
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Budget should aim, it accepts as a yardstick, the President's 
figure of 60,000,000 productive jobs. 
Then comes the following: 

As yet, unfortunately, we do not have in America an 
“adequate program” to provide 60,000,000 productive 
jobs. Nor will such a program develop out of thin air. 
The right to a job is not self-enforceable. It can be 
translated into reality only through the joint action of 
the people of our country—business, labor, agricul- 
ture, and all other groups—acting through the medium 
of their duly elected Government. In short, the so- 
called right to a job is a meaningless figure of speech 
unless our Government assumes responsibility for the 
expansion of our peacetime economy so that it will 
be capable of assuring full employment. 


It is not quite as unfortunate as the above language im- 
plies. No evidence has been produced to show that the 
normal labor force in the early years of the postwar period 
will be as large as 60,000,000. A recent publication of the 
Brookings Institution presents data to show that in 1947 
the available civilian labor force will be about 57,000,000 
assuming that as many as 1,500,000 men are kept in the 
armed forces.3 Included in this estimate are 1,000,000 per- 
sons under age 18, and 2,000,000 over age 65. Neither of 
these groups, in their entirety, should be regarded as a regu- 
lar part of the normal labor force. The estimate also includes 
some 3,000,000, based on Census data, who work only a 
part of the year, such as harvest periods and holiday rush 
seasons. Thus the normal labor force for which steady em- 
ployment will need to be provided becomes considerably 
less than 57,000,000, perhaps no more than 55,000,000. 

Even under the forced draft conditions of war produc- 
tion the number of unemployed has been close to 1,000,000. 
The Brookings study just cited suggests that unemployment 
need be a matter of real concern only where the number out 
of work exceeds 4,000,000. The unemployment compensa- 
tion system, now buttressed by a reserve of $6.5 billion and 
an annual tax income increment of $1.5 billion, including 
the railroad unemployment funds, stands as a cushion to 
take the first shock of any marked decline of employment 
during the reconversion period. 


There is no evidence in the report that any recognition 
was given to those favorable factors in the postwar prospect 
which may serve as safety devices against the chaos that is 
feared. Among these favorable factors are the backlog of 
goods, both durable and nondurable, which the people have 
not been able to buy during the war years; the large volume 
of liquid savings which were accumulated in part because 
goods were not available; and the foreign market for Ameri- 
can products to be used for rehabilitation purposes. The 
time gap between the cessation of war production and the 
beginning of production to make up the accumulated short- 


Karl T. Schlotterbeck, Postwar Re-Employment, p. 16. 


ages will depend on various factors, but industry is ready 
to reduce this gap by every means in its power. Any undue 
delay will be caused by inept legislative policies or adminis- 
trative practices. 


It is possible, also, that the economic skyscraper is not 
as high as the report suggests. That is, we have evidence 
to show that comparatively little inflation has occurred in 
the area of consumer goods production, because of the price 
and rationing controls. But in the area of war production 
there has undoubtedly been a substantial inflation. These 
materials do not enter into any of the price series from 
which the index numbers of price change are derived. The 
total measure of gross national product, which for 1944 is 
given as $196.4 billion, is illusory by such degree of price 
inflation as may be concealed in the munitions part of this 
gtoss product. If this be the case, there can and should be 
a substantial recession of the gross product total from the 
existing war level, a result which need not involve any 
danger of upsetting the entire edifice. 


The program set out in the bill which the Subcommittee 
has offered is certain to encounter stiff opposition. That 
such a program could be proposed, even as a trial balloon, 
must be taken seriously, for it indicates that the planners 
are still on the job. This scheme is an attempt to legislate 
another section of the 1943 report of the National Resources 
Planning Board, namely, the proposal to underwrite employ- 
ment. Following the cue given by the Planning Board, the 
bill opens with the following declaration of policy: 


(a) Every American able to work and willing to work 
has the right to a useful and remunerative job in 
the industries, or shops, or offices, or farms, or 
mines of the Nation; 


(b) It is the responsibility of the Government to 
guarantee that right by assuring continuing full 
employment; ... 


It has become customary of late to refer to the right 
to work as if it were one of the rights guaranteed by the 
Constitution, or on a par with the rights of free speech, 
free religion and a free press. But the right to work is not 
mentioned in the Constitution. It is essentially an abstrac- 
tion, a product of the doctrine that the government owes 
every person a living. Our theory of political and legal 
equality requires that there be no exclusion of any person 
from work for which he is qualified because of discrimina- 
tion based on race, color, sex or creed. Yet discriminations 
for one or another of these reasons do exist, although their 
intensity is likely to vary inversely with the labor supply. 
A new discrimination has arisen, based on the maintenance 
of union membership. Both the unions and the government 
are apparently willing to repudiate the doctrine of the right 
to work for those who are not disposed to accept the com- 
pulsion of union membership. 
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The foregoing declaration of policy asserts the right to 
a “useful and remunerative job.” What is the test of a 
useful job, and what shall be the standard of remuneration ? 

The only test of usefulness that it is safe to apply is the 
test of the market. Can the product be sold? If so, then 
there will be no question about employment. The conten- 
tion of the pump-priming school is that the product can 
always be sold if the people be given enough purchasing 
power to buy it. But this “hand-out” policy provides no 
answer to our question since it ignores entirely the thesis 
that the job is to be a useful one, which can only mean 
that consumers somewhere would find the product of sufh- 
cient use to be included in their own expenditure budgets.4 

The bill deals with the standard of remuneration by pro- 
viding that employment shall be “‘at locally prevailing 
wages and working conditions for the type of job available, 
and not below minimum standards required by law.” It is 
possible to set rates of wages by law or by collective bar- 
gaining. It is not possible to compel an employer to hire 
any specified number of workers at these rates, for he will 
close up voluntarily or be closed up by the sheriff if his 
operations are unprofitable at the enforced level of wage 
costs. The bargaining which goes on between workers and 
employers must also take into account the possibility that 
the consumers will not be greatly interested in a product 
that is over-priced because of excessive wage costs or- ex- 
cessive profits. 

The tendency in a system of privately controlled produc- 
tion, a system ‘which the bill purports to foster, is toward 
continued reduction of costs by using the factors of pro- 
duction—labor, capital and land—in those proportions that 
will promote this result. Entrepreneurs are continually shift- 
ing the proportions according to changes in cost and effh- 
ciency. This principle would determine whether to seek 
expanded production by hiring more workers or by putting 
in more machinery. While it has been true historically that 
technological improvements have enlarged rather than dim- 
inished the work opportunities, this result has followed 
from the free choice which employers have been able to 
make as to the proportions of labor or machinery to be 
used at any given time. 

The kind of governmental interference that is involved 
in the proposal under review is likely to impair, if not to 
destroy, that freedom of choice. As the emphasis upon 
guaranteed work opportunities grows, employers may expect 


See The Tax Review, October 1944. 
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to be subjected to official pressure to get the job done by 
using labor rather than machinery. In so far as government 
undertakes to supplement private employment by its own 
job-creating operations, pick and shovel methods rather 
than machine methods are sure to be employed. 

Here is only one of the ways by which the scheme of 
guaranteeing jobs by law will produce stagnation. That it 
would dampen the ardor and restrict the enthusiasm of 
private enterprise in many ways is scarcely open to question. 

It was to be expected that a plan of this sort would be 
entirely silent on the subject of cost. In this report the 
Subcommittee follows the precedent of the National Re- 
sources Planning Board, which laid out a dazzling scheme 
for rebuilding America but neglected to indicate what the 
cost would be or how it would be met. 

The bill merely provides for an authorization of the 
appropriation of such sums as may be necessary to eliminate 
any deficiency in the national budget. 

That there would always be a deficiency and a high 
appropriation, is evident. Starting with the hypothesis that 
60,000,000 jobs must be provided, it would be apparent 
that private industry could not employ that many persons, 
and a case would automatically be made for large federal 
projects. The cost of these projects would inevitably re- 
quire steady expansion of the public debt. Thus there would 
be created, for a time, the illusion of a huge gross national 
product, inflated then as now by including the government 
expenditures as representing a product always worth its 
cost. But that part of the national product which the people 
can eat, wear and use would lag, and in the scramble to 
spend the large money incomes to get the really important 
and desirable part of the national product, the casualties 
are likely to be heavy. 

National planning by government, aimed at guiding and 
directing the whole economy, is a snare and a delusion. It 
is contrary to all of the instincts and inclinations of a free 
people. It presupposes a small select group with such supe- 
rior wisdom and foresight as will enable it to make all 
necessary decisions for the rest of the people. But, as Adam 
Smith5 said, “it would nowhere be so dangerous as in the 
hands of a man who had folly and presumption enough to 
fancy himself fit to exercise it.” 

HARLEY L. Lutz 
Professor of Public Finance 
Princeton University 


® Adam Smith, The Wealth of Nations (Canon Ed.), p. 423. 
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